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COMMENTS OF ENRON CORP.
ON PROPOSED SETTLEMENT

Pursuant to the Procedural Order issued on June 23, 1999 in this proceeding, Enron Corp.

and its aff iliate, Enron Energy Services, Inc. (jointly referred to as "Enron") hereby file

Comments on the Proposed Settlement filed by Tucson Electric Power Company and others. In

support thereof, Enron submits the following.

On June 10, 1999, Tucson Electric Power Company ("TOP") filed Mth the Arizona

Corporation Commission ("Commission") a Notice of Filing, Application for Approval of

Settlement Agreement and Request for Expedited Procedural Order. The proposed Settlement

addresses stranded costs, unbundled rates, phase-in of retail service and other provisions that

would implement electric competition on TEP's system. The June 23, 1999 Procedural Order

directed intervening parties to file specific disagreements, testimony or comments regarding the
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Proposed Settlement. On or about June 24, 1999, Enron filed an application for leave to

intervene in this proceeding.

Enron has reviewed the Settlement and we find the Settlement falls short in its attempt to

create a competitive market for customers who would choose direct access service. Enron

certainly does not oppose resolving stranded costs and creating competitive markets through

settlement, however, the goals and objectives of the introduction of retail competition should not

be lost in the bargain. While Enron recently tiled testimony in the restructuring settlement case

filed by ArizonalPub1ic Service (Docket No. E-01345A-98-0-73 et al.), we are limiting ourselves

to filing comments this case at divs point time. There are two reasons for this. First, the

shortcomings in the instant settlement as we see them are far less serious than those in the APS

case. Second, the issues as we perceive them involve policy calls by the Commission, not factual

determinations. Accordingly, the Commission is able to resolve the issues raised in these

comments without the need for a formal, on-the-record proceeding.

As a policy matter, the Commission should not approve a restructuring settlement unless

it (1) assures that all potential suppliers have fair access to customers; (2) assures that all

potential suppliers have fair access to the wires: (3) identifies and addresses market power in

generation, (4) gives customers the opportunity to purchase electric services from a supplier of

their choice; (5) informs customers of what they pay the utility for each service so they can

compare different providers; (6) prevents subsidization of unregulated services by regulated

services, and (7) resolves disputes ever stranded costs.1 As discussed below, the Settlement fails

to adequately address some of these points.

in in
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A. Shopping Credits

1. The Settlement Does Not Permit an Evaluation of Whether the Shopping Credit is
Adequate for all Customers.

One aspect of the TEP Settlement which is critical to the success of the competitive

market is the market generation credit and its "adder" which create in effect the shopping credit

available to customers who wish to purchase their generation from suppliers other than TEP.

The shopping credit available to ESP customers is the difference between the standard offer

bundled rate and the direct access tariff rate. If a shopping credit is set too low, then ESPs

simply cannot compete against the standard offer. If the elements of the direct access tariff are

not properly unbundled and priced, then the shopping credit is artificially squeezed. If proper

allowance is not made for the additional costs of marketing power to retail customers, the

shopping credit will not allow ESPs to bring price savings or competitive products to consumers.

The Settlement sets a market generation credit and an adder which together form the

shopping credit available to ESPs. The Settlement acknowledges that the adder's purpose is to

estimate the cost of supplying power to a specific customer or customer group and stratum

relative to the value of the NYMEX future prices used in the calculation of the market price fora

100% load factor. SectioN 2.l(e) of the Settlement states that the MGC and the adder will be

adjusted for each customer class (which may be farther divided into class strata or in some cases

by large customer) for differences between the class load factor and the system average load

factor. The Settlement does not offer the specifics of how this adjustment will be calculated.

Without this explanation, there is no way to determine whether the adder will be adequate for

particular customers once this adjustment is performed. This uncertainty makes it almost

1 This list of issues appears 'm the Testimony of Staff Witness Lee Smith as filed in Docket No. E-01345A-98-0473,
et al. on June 30, 1999, at p.2.
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impossible for competitors at this time to evaluate whether they can offer product and service to

TEP's retail customers.

2. The Adder May Not Be Adequate if Future Costs are Imposed on ESPs.

Section 2.1(f) of the Settlement provides that "the Adder is intended to estimate the

difference between the flat load costs associated with the PV [Palo Verde] index and actual

customer load characteristics plus an additional amount for costs that will not be readily

quantifiable until the Arizona market more filly develops. It is not clear what is meant by the

"additional amount for costs that will not be readily quantifiable until the Arizona market more

fully develops." In Enron's view, the adder should reflect the differential discussed above, as

well as retailing costs (e.g. customer care, marketing, procurement and shedding) and all other

costs directly charged to an ESP or its Scheduling Coordinator. The proposed adder does not

sufficiently cover the load factor differential as well as all these other costs. The Settlement

should be clarified to state that the current adder only covers the load factor differential and

unquantified retail costs. Any additional charges in the future directly levied on an ESP and/or

its Scheduling Coordinator should be separately included in either the adder or the MGC. For

example, the charges the ESP or its Scheduling Coordinator will pay for AISA service, when the

AISA becomes operational, should either be directly reflected in the adder or indirectly credited

to the ESP Mouth the calculation of the floating CTC rate. If it is the intent of the parties to the

Settlement that the adder cover both the load factor differentials and future unforeseen charges to

the ESP (or its Scheduling Coordinator), then the adder may not adequately reflect retailing costs

for the generation component of TEP's standard offer service or that of the ESPs.

3. The Adder Should Reflect Savings to TEP. and Costs to ESPs. for Uncollectible
Expenses.
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The Settlement must also be modified to enhance the MGC and adder to reflect the

impact of ESP's on TEP's uncollectible expense. Since ESPs will be providing the generation

component of service to a direct access customer, TEP's uncollectible exposure for that

generation component is reduced, and that of the ESP is increased. The MGC and adder must

not only be adjusted for losses, as provided for in the Settlement, but for uncollectibles as well.

This can be done by grossing up the MGC and the adder by an uncollectibles factor.2 Further, to

the extent that franchise fees will be paid directly by the ESPs for generation, and are thus

avoided by TEP, a similar adjustment should be made to the MGC and adder.

The uncertainty inherent in calculating the adder for specific customers will frustrate the

ESPs' attempts to market to TEP's customers. The Settlement should be modified to specifically

address this calculation and parties should have an opportunity to react to the results of this

modification, and to argue whether does or does not present sufficient shopping credits for the

market. Further, the Settlement should be clarified to require additional adjustments for future

charges which the ESP may incur (directly or through its Scheduling Coordinator), or the adder

should be adjusted to reflect retailing costs associated with providing generation service to retail

customers •

B. Metering and Billing Credits

1. Metering and Billing Credits Must be Set Under Embedded Cost Methodology.

The establishment of credits for revenue cycle services such as billing, meter reading and

metering is a significant aspect of the competitive electric retail market. At least for some period

of time, the utility will be offering standard offer service and direct access services

2 We note that in the case where an ESP is performing consolidated billing, i.e., billing the retail customer for both
its charges and those of TEP, the uncollectible risk to TEP is also reduced. This savings to TEP and cost to the ESP
must be reflected in the billing credit the ESP receives.
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simultaneously, and will also make available these revenue cycle services to the direct access

customers if requested. It stands to reason, then, that if the ESP is willing and able to provide the

revenue cycle services itself; it should avoid those costs from TEP. An efficient ESP should be

able to provide diesel services for lower prices than the utility, and should also be able to bring

these savings to the customer. To achieve this, the credits which are generated when the ESP

performs these services must be set at the utility's embedded cost for providing these services, so

that more efficient ESPs get the proper price signals and marketing opportunities. If the credits

are less than the fully embedded cost of such service, then the direct access customers not taking

the revenue cycle services from the utility are still subsidizing those. services in their rates,

squeezing out the possibility that an ESP can offer those services competitively. The Settlement

does not stipulate whether the credits for unbundled metering and billing charges (which are the

credits to the direct access bill when the ESP provides those services itself) are based on

embedded costs or avoided costs, albeit they do seem lower than fully embedded credits would

be. TEP should be directed to set the revenue cycle service credits at the fully embedded cost

basis.

2. Interval Metering Requirements Must be Clarified.

A correctly set metering credit becomes even vital more if ESPs are required to install

certain types of meters for certain customers. If the credit allowed is less than the cost of the

metering the ESP must do, then the insufficient credits create a sigrlificant bonier to competition.

The Electric Competition Rules as proposed in Section R14-2-1612 provide that in lieu of

hourly consumption measurement meters for competitive customers over 20 kw, "predictable

loads will be permitted to use load profiles to satisfy the requirements for hourly consumption

data." TEP has not included load profiles in its tariffs. The load profile requirement for
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relaxation of the hour consumption measurement meters must be clarified, and load profiles

provided, so that ESPs can ascertain whether the metering credits are workable.

c. Stranded Costs

1. Stranded Cost Amounts to be Recovered under the Settlement Should be Fixed in
the Settlement.

Article 2 of the Settlement creates two CTC's to collect TEP's stranded costs. The Fixed

CTC will be set as 0.93 cents/KWh (average) and will terminate when it has yielded recovery of

$450 million. The Floating CTC is calculated based on a market generation credit methodology

and will terminate on a date certain, December 31, 2008. There is no set amount to be recovered

under the Floating CTC.

Under Section 3.1 of the Settlement, on or before December 31, 2002, TEP shall transfer

its competitive assets to a subsidiary at market value. If those assets are given a market value on

that date, then it stands to reason that TEP's stranded costs should be calculated as the difference

between market value and book value at due time of that transfer. TEP should be allowed to

recover only that amount through the combination of its Fixed and floating CTCs. Of course,

anything collected through the floating CTC up to the time that stranded costsare determined

would be subtracted from the total and only the remainder would be allowed for collection. If the

stranded cost recovery is of a fixed amount, then the Floating CTC will terminate when that

amount is collected. This gives the market a chance to be rid of the floating CTC earlier than

December 31, 2008, should the target amount be recovered before that amount. It also prevents

any windfall recovery to TEP should it collect more than the allowed stranded cost amount

through the Floating CTC.
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2. The Settlement Should Specify Both the Competitive Assets to Be Transferred
and the Methodologv that Will be Used to Determine their Market Value for
Transfer Purposes.

Two additional clarifications should be made to the Settlement concerning stranded cost

valuation and collection. First, TEP should be required to identify those assets it has determined

to qualify as generation and other competitive assets and which will be transferred to its

affiliates. This is an important exercise because parties may disagree as to the classification of

competitive assets and this should be aired and resolved before the Settlement is finally

approved. As TEP M11 be providing a bundled sales service even as it becomes a "wires"

company, it could, by retaining "competitive assets" in its regulated wires company, keep to itself

the inherent advantages of such assets which could translate into a competitive advantage in its

standard offer. For example, if TEP had a power purchase or exchange contract with

advantageous terms, this could be used to keep the cost of standard offer service below market

prices. Identification of the assets TEP is planning to retain and those it will transfer will help to

prevent anti-competitive ramifications of the utility retaining assets, which are properly deemed

as competitive.

Second, TEP should specify exactly what methodology it plans to use to determine the

market value of the competitive assets it will transfer under Section 3.1 of the Settlement.

Certainly parties will differ on what methodologies are accurate or appropriate or yield the best

measure of market value. The Commission and all affected parties should know what

methodology TEP is proposing to use and should have an opportunity to address the validity of

this valuation methodology before the Settlement is approved. This would ensure that there are

no unfair surprises or disagreements at a later date, when TEP actually transfers those assets off

of its books.
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D. The Code of Conduct Should Be Modified To Prevent Undue Preference or Abuse.

Pursuant to Section 7.1 of the Settlement, TEP filed an Interim Code of Conduct after it filed

its Settlement. While this Code does attempt to address d'le general areas of potential affiliate

preference, there are some provisions that need clarification or strengthening in order to be

effective.

Section 2 of the Code of Conduct provides that any non-customer-specific non-public

information shall be made contemporaneously available by TEP to its affiliates and non~affiliates

on the same terms and conditions. Enron would request that this section be amended to specify

where information which TEP must make available to non-affiliate service providers will be

found. For example, if TEP e-mails some "non-customer specific non-public information" to its

competitive electric affiliate and also posts that information on some obscure website on the

Internet, the non-affiliated ESPs may never find it. TEP should maintain a particular web

address for such postings or should be required to send this information electronically or by

facsimile to all interested ESPs in order to ensure that no one party receives preferential

treatment by receiving this information in an advantageous manner. This same comment goes to

Section 11 of the Code of Conduct, which deals with both customer-specific and non-customer

specific information that TEP might give to a competitive electric affiliate.

Section 5 of the Code of Conduct allows TEP to share with affiliates joint corporate

oversight, governance, support systems and personnel, provided that shared support is priced in a

manner that permits clear identification of each company's portion of purchases and in

accordance with applicable Commission allocation and reporting rules. Last week NARUC

passed a resolution adopting "Guidelines for Cost Allocation and Affiliate Transactions." A

copy of this resolution is attached hereto for consideration along with proposed Interim Code of
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Conduct. While it may not be the only way to address this issue, this resolution would be useful

in assessing Paragraph 5 of the Proposed Interim Code of Conduct and in providing more

guidance on allocation and reporting requirements.

WHEREFORE, in light of the foregoing, Enron respectfully requests that due

Commission consider these comments and modify the Settlement in accordance MM the

discussion above.

Dated: July 27,1999 Re;_spectfully submitted,

) o
Leslie Lawyer
Director. Government Affairs
Enron Corp.
712 North Lea
Roswell, NM 88201
(505)623-6778
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nnsqnygrxOw REGARDING cost ALLOCATIQN cum:-;LInE,s lion THE
ENERGY INDUSTRY

WHEREAS, them is ongoing concur regarding potential cross-subsidimtion between the
regulated monopoly operations and the non-regulated businesses of electric and gas utilities;

and .  '

WHEREAS, utilities are adopting various businesssuaregia to adjust to the changing retail
markets, including forming alliances and fwtins suWidiaries, divisions and paxmezshins m
participate in non-ncgulamed, competitivemarkets; and

WHEREAS,- state utility wmmissions are examixuilug and adopting various policies to
monitor the competitive activities of regulaned energy utilities; and

WHEREAS, state utility commissions are examining and adopting policies and rules
concerning potential cross-subsidies between regulated utilities and non-regulated affiliates
including pricing of assets, products and services; and

WHEREAS, the National Association of keguiatory Commissioners (NARUC) requested
the Star Subcommittee on Aceounfs together with the Sta5:` Subcommittees on Strategic
Issues and Gas to prepare for NARUC's consideration, "Guidelines for Energy Cost
Allocations"; and

WHEREAS, the StaE Subcommittee on Accounts together with the Subcommittee on Gas
and Strategic Issues have prepared for NARUC's consideration "Guidelines for Cost
Allocationsand Aff i l iate Transact:tions", and

WHEREAS, each slate or f¢ueral regulatory commission may have unique situations and
circumstances that govern affiliate transactions, cost allocations_ and/or service or product
nricina:and

WHEREAS, the "Guidelines for Cost Allocaliuns and A§liate Transactions" axe to provide
guidance to the stare; and are not intended 19 be rules or reszulations prescribing how must
allocations and afiiljaie hansactions are to be handled: and

W HEREAS, the StaE Subcommittee; on Accounts, with the stiff Suboonunittoe on
Strategic Issues, and Gas should neriodifwllv review the Guiddinles for Cost Allocaations and
A5liawe Transactions. taking into eomasideriaxionthe progression ofeompetition in the electric
and gas industries nationally. and report their findings, including proposed changes to the
guidelines, if necessary, that promote eficieney 'm conrpetilive energy msultets while
guarding against Gtbss-subsidizntion by monopoly ratepayers; hereby be i t

RESOLVED, the NARUC assembled in its 1999 Summer Committee Meetings in San
Francisco, CA, adopts- the attached "Guidelines for Cost Allocations and AMliaxe
Transactions",and be it further '
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GUIDELINES FOR
COST ALLOCATIONS

AND
AFFILIATE TRANSACTIONS

The following Guidelines for Cost Allocations and Affiliate Transactions
(Guidelines) are intended to provide guidance to jurisdidiond regulatory
authorities and regulated utilities and their afE1iaLtes in the development of
procedures and recording of transactions for services and products between a
regulated entity and affiliates. The prevailing premise of these Guidelines is drat
allocation methods should not result in subsidization of non-regulated services or
products by regulated entities unless authorized by the jurisdictional regulatory
authority. These Guidelines are _:M intended to be rules or regulations
prescribing how cost allocations and affiliate transactions are to be handled. They
are intended to provide a framework for regulated entities and regulatory
authorities in the development of their own policies and procedures for cost
allocations and affiliated transactions. Variation in regulatory environment may
justify different cost allocation methods than those embodied in the Guidelines.

The Guidelines admowledge and reference the use of several different practices
and methods. It is intended that there be latitude in the application of these
guidelines, subject to regulatory oversight. The implementation and compliance
with these cost allocations and affiliate transaction guidelines, by regulated
utilities under the authority ofjurisdictionad regulatory commissions, is subject
to Federal and state law. Each state or Federal regulatory commission may have
unique situations and ci stances that dictategovernaffiliate transactions, I
cost allocations, and/or service or product pricing standards. For example, The
Public Utility Holding Company Act of 1935 requires registered holding company
systems to price "at cost" the sale of goods and services and the undertaking of
construction contracts between affiliate companies. ' .

The G1.u'de1i.nes were developed by the NARUC Staff Subcommittee on Accounts 'm
compliance with the Resolution passed on March 3, 1998 entitled "Resolution
Regarding Cost Allocation for the Energy Industry" which directed the Staff
Subconirnittee on Accounts together with the Staff Subcommittees on Strategic
Issues and Gas to prepare for NARUC's consideration, 'Guidelines for Energy Cost
Allocations." In addition, input was requested from other industry parties.
Various levels of input were obtained in the development of the Guidelines from
the Edison Electric Institute, American Gas Association, Securities and Exchange
Commission, the Federal Energy Regulatory Commission, Rural Utilities Service
and the National Rural Electric Cooperatives Association as well as staff of various
state public utility commissions.

I

it
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In some instances, nonstructural safeguards as contained in these guidelines
wislaiaOl-uiay not be sufficient in ;g_preventln-g market power problems in strategic
markets such as the generation market. Problems arise when a firm has Maapiéet
1::"':r 'c ":":c* ac the ability to raise prices above market for a sustained period
and/ or impede output of a product or service. Gonoidorotion .should be given to
any "unique" advantages and incumbent utility would have over competitors in on
eme1=§ag--1neu:=lee~t-Gush-ao the retail energy market. A code-of conduct-should-be

with guidelines on .hoot allooationo--aarlé--aifffl-liste
9Fa4Free=G*t=ien9=Sueleeeneemo have led some otateo to develop--codes of-eeaélues-to
govern relationships between the regulated uti.li'qy and i*o non regulated offilioteo,
Such concerns have led so:nc_ states to devegao co_des 'of conduct to govern
relationships between the regulated utiiitv aid its non-regulated affiliates.
Consideration should be given to end "unique" advantages an incumbent utility
would have over competitors in an emerlzine market such as the retail energy
market. A code of conduct should be used in conjunction with guidelines on cost
allocations and affiliate transactions. .

A. DEFINITIONS

1. Affiliates - companies that are related..to each other due to common
ownership or control.

2. Attestation Enplalgement - one in which a certified public accountant who is
in the practice of public amounting is contracted to issue a written
communication that expresses a conclusion about the reliability of a written
assertion that is the responsibility of anodeer party. _

3. Cost Allocation Manual ICAMI - an indexed compilation and documentation
of a company cost allocation policies and related procedures.

4. Cost Allocations - the methods or ratios used to apportion costs. A cost
allocator can be based on the origin of costs, as in the case of cost drivers,
cost-causative linkage of an indirect nature; or one Or more overall factors
(also mown as general allocators).

5. Common Costs - costs associated with services or products that are of joint
benefit between regulated and non-reguNated business units.

6. Cost Driver -' a measurable event or quantity which influences the level of.
costs incurred and which can be directly traced to the origin of the costs
themselves.

I
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1.

8.

Direct Costs - costs which can be specifically identified with a particular
service or product. . . .
Fully Allocated costs - ccrvicoo or products bear d-Le sumof the direct costs I
plus an appropriate share of indirect costs.

9. Incremental Deicing - pricing services or products on a basis of only the |
additional costs added by their operations while one or more plc-existing
services or products support the fixed costs.

10. Indirect Costs costs that cannot be identified with a particular service or
product. This includes but not limited to overhead costs, administrative and
general, and taxes.

11. Non-regulated - refers to services end produete that are that which is not I
subject to regulation by regulatory authorities..

12. Prevailing; Market Pricing - a gene:-aLl1y accepted market value that can be |
substantiated by clearly comparable transactions, auction or appraisal.

13. Regulated - refers to services and products that are not Mat which is subject I
to regulation by regulatory authorities. .

14. Subsidy:zaLtion - the recovery of costs from one class of customers or business
unit that are attributable to another.

*J
\~

B. COST ALLOCATIONPRINCIPLES

The following allocation principles should be used whenever products or s¢rvices
are provided between a regulated utility and its non-regulated afMiate or division.

1. To the maximum extent practicable, in consideration of administrative costs,
costs should be collected and classified on a direct basis for each asset,
service or product provided.

2. The general method for charging indirect costs should be on a fully allocated
cost basis. Under appropriate circumstances, regulatory authorities may
consider 'incremental cost, prevailing market pricing or other medlods for
allocating costs and pricing transactions among affiliates.

3. To the extent possible, all direct and allocated costs between regulated and
non-regulated services and products should be traceable on the books of the

3
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applicable regulated utility to the applicable Uniform System of Accounts.
Documentation should be made ava.i1aLb1e to the appropriate -regulatory
authority upon request regarding transactions between the regulated utility
and its affiliates.

4. The allocation methods should apply to the regulated entity° S affiliates in
order to prevent subsidization from, and ensure equitable cost shai.ing among
the regulated entity and its affiliates, and vice versa.

5. All costs should be classified to services or products which, by their very
nature, are either regulated, non-regulated. or common to both.

6. The primary cost driver of common costs, or a relevant proxy in the absence
of a primary cost driver, should be identified and used to allocate the cost
bewveen regulated and non-regulated services or products.

The indirect costs of each business unit, including the allocated costs of
shared services, should be spread to the services or products to which they
relate using relevant cost allocators.

C. CCST ALLOCATION MANUAL (NOT TARIFFED)

Each entity that provides both regulated and non-regulated services or products
should ma.intaLin a cost allocation manual (CAM) or its equivalent and notify the
jurisdictional regulatory authorities of the CAM's existence. The determination of
what, if any, information shoWn be hcld'conlidential should be based on the
statutes and rules of the regulatory agency that mnintnino requires the I
information. Any entity required to provide notification of a CAM(s) should make
arrangements as necessary and appropriate to ensure competitively sensitive
information derived therefrom be kept ooniidentied by the regulator. At a
minimum, the CAM should contain the following:

1. An organization chart of the holding company, depicting all a.ffi1iates, and
regulated entities.

2. A description of all assets, services and products provided to and from the ,
regulated entity and each of its affiliates.

3. A description of dl assets, services and products provided by the regulated
entity to non-alftiliates. .

7.
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4. A description of the cost allocators and methods used by the regulated entity
and the cost allocators and methods used by its affiliates related to the
regulated services and products provided to the regulated entity.

D. AFFILIATE TRANSACTIONS (NOT TARIFFED)

The affiliate transactions pricing guidelines are based on two assumptions. First,
affiliate transactions raise the concern of self-dealing where market forces do not
necessarily drive prices. Second, utilities have a natural business incentive to shift
costs from non-regulated competitive operations to regulated monopoly operations
since recovery is more certain with captive ratepayers. Too much flexibility will
lead to subsidization. However, if the affiliate transaction pricing guidelines are
too rigid, economic transactions may be discouraged.

The objective of the ¢lffTH:at g transactions' guidelines is to lessen the possibility of
subsidization in order to protect monopoly ratepayers and to help establish and
preserve competition in the electric generation and the e1ectn° c and gas supply
markets. It provides ample flexibility to accommodate exceptions where the
outcome is in the best interest of the utility, its ratepayers and competition. As
with any transactions, the burden of proof for any exceptions from the general
rule rests etaeys--witlm the proponent of the exceotioneisleiligf.

1. Generally, the price for services, products and the use of assets provided by
a regulated entity to its non-regulated ait'liates should be at the higher o!'~
fully allocated costs or prevailing market prices. Under appropriate

stances, prices could be based on incremental cost, or other pricing
mechanisms as determined by the regulator.

2. Generally, the price for services, products and the use of assets provided by
a non-regulated aiiiliatc to a regulated alfliliate should be at the lower of fully
allocated cost or prevailing market prices. Under appropriate ci stances,
prices could be based on incremental cost, or other pricing mechanisms as
determined by the regulator.

3. Generally, transfer of a capital asset from the utility to its non-regulated
affiliate should be at the greater of prevailing market price or net book value,
except as otherwise required by law or regulation. Generally, transfer of
assets from an affiliate Tb the utility should be at the lower of prevailing
market rice or net book value, except as otherwise required by law or I
regulation. To determine prevailing market value, an appraisal should be
required at certain value thresholds as determined by regulators.

12
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4. Entities should maintain all information underlying affiliate transactions with
the affiliated utility for a minimum of three years. or as requirecrby law gr
regulation if longer than three years.

AUDIT REQUIREMENTS

1. An audit trail should exist with respect to dl transactions between the
regulated entity and its affiliates that relate to jurisdictional regulated |
gem° ces and products. The regulator should have complete access to all
afilliate records necessary to ensure dirt cost allocations and affiliate
transactions are conducted in accordance with the previously mentioned
guidelines. Regulators should have complete access to affiliate records,
consistent with state statutes_. to ensure that the regulator has access to all
relevant information necessary to evaluate whether subsidization exists. The
a.uditors_. not the audited utilities_. shoxNd determine what information is
relevant for a particular audit objective. Limitations o_n£ access would
compromise the audit process and impair audit independence.

2. Each regulated entity's cost allocation documentation-should be made available
to' the company internal auditors for pedodic. review of the allocation policy
and process and to any jurisdictional regulatory authority when appropriate
and upon request. Eaa4=ez=;-ma5=-iwiudicdonal-regulatory aut11Qz=iq» -ea=a5=
seqlaeeéaal-indepedent attenuation engngenaerrt-ef-~e¥4e-GAM-=

3. ANY iuriedictional regxllatorv authority Inv request an independent attestation
engagement of the CAM. The cost of any independent attestation engagement
associated with the CAM, should be shared between regulated and non-
regulated operations consistent with the allocation of similar common costs.

4. An Agudit of the CAM elves should not otherwise lizimit or restrict the |
audmority of state regulatory authorities to have access to the books and
records of and audit the operations ofjurisdictional utilities.

5. Any entity required to provide access to its books and records should make
arrangements as necessary and appropriate to ensure that competitively
sensitive information derived therefrom be kept confidential by the regulator.

I
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F. REPORTING REQUIREMENTS

1 . The regulated entity should report annually the dollar amount of non-tariffed
transactions associated with the provision of each sem'c¢ or product and the
use or Ade of each asset for the following:

a. Those provided to each eon-regulated a:° f.1iate.

b. Those received from each non-regulated. affiliate.

c. Those provided to non-affiliated entities.

2. Any additional information needed to assure compliance .with these
Guidelines, such as cost of service data necessary to evaluate subsidization
issues, should be provided. _

I
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RE$0LyEn*;h¢ NARUC applauds and thanks the Staff Subcommittees on Accounts, Gas
and Strategic Issues for their excellent work in developing the guidelines.

RESOLVED, the NARUC directs the StaE Subcommittees onAccounts, togotbor with the
Sxlbeemmiweél-Gia Strategic Issues aid Gas, to review the Guidelines for Cost Allocation and
AMliafe Transactions, taking into considexaNon the progression of competition 'm the electric
and gas industries nationally and report their Endings to NARUC, including 849 proposed
changes to the guidelincs, if necessary, on or before January 1, 2001, and annually thereafter;
and be it further

Sponsored by the Committees on Electricity, Finance and Technology,andGas
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